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The Deepening B nana Criels in Feuador

Recent developments in Ecuador 11lugtrete the recurring plight of
Latin Americen netions that are heavily dependent on & narrow range of
commodity exports to earn forelign exchenge. In the first 8 months of 1965
Feuador's receipts from banana exports, which account for nemrly 60 percent
of the country's foreign exchange earnings, totalled U3 $47 million, & drop
of US $10 million or 18 percent from earnings in the corresponding period of
1964, The sharp drop in export earninge reflects the resurgence of banans
yroduc%:ion from formerly disease-infested plantations in Central Amevrica
and stoym-demaged plantations on Telwan, arcas that pomsess compelitive
advantages over Ecuador for supplying markets in the US, Western Burope, and
Japan. To counter the drop in banane export earnings, Fewador's govermment
has attempted to stebilize banane export prices, to reduce export costs,
and to develop new export merkets through barter tyade with Commmist countries.
In the face of eatimates that foresee world consumptlon lagging behind
rising world productlon, however, the prospects for mitigating declining
export eernings are not bright. As a result of the drop in export recelpts
during 1965, Ecuador alveady is reviewing {ts projection of forelgn exchange
esynings from banans exports as they constitute a major source of fimancing
for the country's Natlonal Development Plan (1964-73).

1, Morked Decline in Bananas Exports

The sharp drop in Ecuador's export earnings from benenas etems from
the highly competitive nature of the international banana market. For

several years thls market has been characterized by the continuous

Approved For Release 2000/04/17 : CIA-RDP79T01003A002500010002-1



Approved For Release 2000/04/17 :[RSBF3FBlbb3A002500010002-1

deterioration of banapa prices as & result of increased supplles fram
exporting nations. Through 1964 Ecuador @id not feel the impact of declin-
ing prices on forelgn exchenge esrnings because of offsetting incresses in
volume as shown in the accompsnying deta. Much of the success achleved in
lnereasing the volume of exports through 1964 was the result of hemporary
disruptions in the established flow of banana exports from other supplier
countrics to existing markets. Japan, for example, turned to Hcusdor for
banane imports follewing frost demage to plantations on Talwan in 1962-63,
Jepanese imports of bananas rose from & negligible level in 1960-61, to
sbout 16 percent of Eeuador's total bansne exports in 1963,

Ecuador Banena Exports: Value, Price, and Volume Index

1060 1961 1962 1963 196k 1965

Total value 122 111 121 u7y 116 102
Frice 9k 91 89 T2 70 70
Volame 130 122 137 162 165 139

*  Januery-August 1965, using comparable period in 1958 as base of 100,
The recovery of production on Taiwan, however, now threatens to displace

Ecuador's banana exportas to Japan. It is estimated that exports of benanss

7
/

to Japan may reach only 835 4000 stems in 1965 as compared with e peak of
7.4 million stems in 1963.

Similarly, the recovery of production in Central Americe, following
extensive replanting of dlseased trees, and the revival of storn-danaged
production in Colombils are reducing Ecuador's share of the banana merket

in the US: The increasing svailability of supplies from the Caribbesn
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area weakens Ecumdor's competitive position inmsmuch as Carlbbean sources

e ‘ are 3 bo 4 days closer to US snd Western European markets end have
R '

correepondingly lower transportation costs. For this reason, United Fruit,
vhich accounted for about 15 percent  of Ecuador's bansne exporis
vitually

in 1964, avithdrew from the country's banena marlket at the beginning of 1965,
eiting its heavy investments in Central America end Colowbia, and the
adventage of theilr prozimity to the US. Trade sources also observe that in
Western Furope bananss ave still considered & lwxury product, end despite
the acknowledged superiority of Ecuador's product, price is more important

than gquality.

2. Impact of Falling Fxports

The decline in foreign exchange carnings from banana exports has been
offset in part by the favorable performance of the country's other main
sxports, coffee and cocao. Preliminary date reveal that in the nine-month

4 {’mL"{{)' period Jamyary - Scptember 1965, the total value of Ecuador's exports was
Camr® o US $98.6 million, approximatcly the same level of export earnings in the
corresponding period of 196k,

Despite the offsetting influences of other exports, Ecuador has

experienced an alaming decline in its international monetary reserves.

After remching a peak of US $49.8 million in October 196k, the nation's

international reserves dropped steadily through June 1965 st which time
they totalled US $31.k million, & decline of nearly 40 percent. This adverse

movement of Ecuador's internationel monetary reserves is traceable to a
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sharp rise in import expenditures concurrent with the stegnetion in export
recelpts,

Accompenying the adverse movement of international monetary rescrves s
fregmentary reports on the domestic economy indicate that thraugh the First
half of the yesr unemployment was on the rise among bansna plantatlen
lgborers, parking-shed workers , 8nd stevedores as severel large growers and

exporters ceased operations, Guayaquil,'the country's maln commercisl

AN Y
center and leading banane exporting port, reported truck sales to have : /f:u'i;m / {w{ﬂ":
ie ’3@1;( Low
NED CAP flontlei
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fallen, reposseseions on the rise, and seles in trangportationerelated

industrles -~ tires, gasoline -- alse being affected,

3. Government Resction to the Banane Crisis

The government has atbempted to counter the gharp drop In banana export
earnings in several weys. In the main, the govermment's actions have been ALD
designed to stabilize banana export prices, to reduce export coste, snd to
develop new export markets. To this end, the Military Junta in a series of
decrees 1ssued since January hes established minimum export prices for
bgnanas, ordered all banens growers to join cooperatives, and directed
exporters to buy directly fram growers. The govermment has slso negotinted
freight rate refuctions vwith Flota Gran Colombiane, & shipping firm jJoimtly
owned by seml-official entities of the Ecuadorisn snd Colomblen Governuents,
following & voluntary reduction by the Grace Line,

Ap an outgrowth of a program to promobe exporis In general, and exporis

of bansnss in particylar, the govermment authorized negotistions for barter

BRI
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trade with Yugoslavla, Communist Chine, the USSR and Bastern European

25X1A

proposed transactlon with Czechoslovekie for two, 150-ton shipments of

banenas, snd a;{)/z'eported U8 $&4 million trade sgreement with Bagt Germany

G tS s
Gonidy

4

involving, emong other products, an unspecified quantity of banenas. The ¥
25X1A9

govermment's efforts to promote banana exports to Western Burope have met PG ¥
cr
only with limited success in France and Italy. An additionsl guote of o
12 ,'

10,000. tons was granted by Italy as part of en agreement thai calls for ‘“"’?“

Feuador %o purchese Itelian-built refrigerator ships. The ship order 1s

the result of en apreement signed by jbhe E::uadorian Government and an Israell
flrm, Scmerfin Meritime Services Ltd., which provides for the formaticm of a
Jaiﬁtly ovned and operated shipping line to trapsport Ec@&orim banaras

to Italy and Buropean countries, and to return with Iaraell cargoes. Under

73
terme of the agreement Tour ships are to be constructed, but in the inberlm, 4 ,

the Joint compeny 1s meking deliveries in chartered ships.
Also under congideration by the govermment is modificetion of the 21
percent banana export tax. In an effort to i‘urther reduce coste in response

to the shift toward boxed banena exporis, the govermmont authorized benana
L et fm»é

exporters to manufacture their own boxes despite the protests of existing 25 0 fge”
{2z

box menufacturers.

L, Qutlook

The immediaste prospects for banane exports do not merlt undue optimlsm.

Although exporters reported some rise in shipments to Japan, the US, end

!
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Western Europe in Scptember and October, this is believed to be a temporary /7w

1.4

18

phenomenon largely due to recent storm damage of plantetions in Colowmbls
and Taiwan. Trade gsources believe that the recent upturn in export volume
will contimue until the normel seasonal decline in November, but that it is
unlikely that the volume involved will compensate for the decline in expor®
earnings during the flrst eight months of the year.

¥or the long-run, conditions in the internationsl banans merket arc

b

2
)

clouded but tentative projections indlcete that commerclal production in A3
exparting countries will grow faster than consumption in importing countra’.szs.l
Under these conditions, Beuador 1s facing s period of readjustment involving
reductblons in banane acreage and concentration of production on the most
efficient lands in order to reduce costs.é"/ffr.overmnent offlctals opbimistically 1
believe that the indusfry has sbout four years to improve its competitive |
position, thils being the cstimated time before inereasing production in
Central America and Colombis meke further inroads into Ecumdor's mrl«;etxa.ﬁ/
et
The potential of new markets in Commnist countries holds some promise but
1t Is unlikely that the quentities imported by these countries will be
sufficlent to offset the effect of any new inrosds into existing markets.
In light of the developmen:s in 1965, Eeusdor's National Planning
Boerd is already re-cxamining its estluetes of foreign exchenge earnlings
from banans exports as the projected earnings constitube a mejor source of

financing for the country's Natilonal Development Plan (1964-73). Whercas

the Board had forecast banana export earnings to increase at an annusl

6
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‘average rate of about 3.7 percent during this 10-year period, an independent
study cstimates that at best earnings will incresse at sbout 2.4 perccnﬁ Eﬂ,@g3 Lol
annually wntll 1968 and thereafter by about 1.7 percent through 197k,

The study concludes that the cunulstive shortfall of banana export earnings

for the period 1964-T3 could be in the range of US $160 million o US $330 ;"/ PR TSRS

million.
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